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STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY

State  Capi to l
Nashv i l l e ,  Tennessee  37243-0260

(615 )  741 -2501
John G. Morgan
  Comptroller

March 13, 2003

Members of the General Assembly
and

The Honorable Steve Adams, Treasurer
and

Members of the Board
Tennessee Consolidated Retirement System
State Capitol
Nashville, Tennessee  37243

Ladies and Gentlemen:

Transmitted herewith is the financial and compliance audit of the Tennessee Consolidated
Retirement System for the year ended June 30, 2002.  You will note from the independent
auditor’s report that an unqualified opinion was given on the fairness of the presentation of the
financial statements.

Consideration of internal control over financial reporting and tests of compliance
disclosed a deficiency, which is detailed in the Results of the Audit section of this report.  The
Tennessee Consolidated Retirement System’s management has responded to the audit finding;
the response is included following the finding.  The Division of State Audit will follow up the
audit to examine the application of the procedures instituted because of the audit finding.

Sincerely,

John G. Morgan
Comptroller of the Treasury

JGM/mb
02/099



State of Tennessee

A u d i t   H i g h l i g h t s
Comptroller of the Treasury                                Division of State Audit

Financial and Compliance Audit
Tennessee Consolidated Retirement System

For the Year Ended June 30, 2002



AUDIT OBJECTIVES

The objectives of the audit were to consider the Tennessee Consolidated Retirement System’s internal
control over financial reporting; to determine compliance with certain provisions of laws, regulations,
and contracts; to determine the fairness of the presentation of the financial statements; and to recommend
appropriate actions to correct any deficiencies.

INTERNAL CONTROL FINDING

The Tennessee Consolidated Retirement System (TCRS) Should Strengthen Controls for
Preventing, Detecting, and Collecting Overpayments to Deceased Persons*
TCRS procedures do not require sufficient evidence to refute a death match.  In addition, TCRS did not
comply with written procedures regarding the approval of accounts receivable forms (page 9).

*This finding is repeated from the prior audit.

OPINION ON THE FINANCIAL STATEMENTS

The opinion on the financial statements is unqualified.

“Audit Highlights” is a summary of the audit report. To obtain the complete audit report which contains all findings,
recommendations, and management comments, please contact

Comptroller of the Treasury, Division of State Audit
1500 James K. Polk Building, Nashville, TN  37243-0264

(615) 401-7897

Financial/compliance audits of state departments and agencies are available on-line at
www.comptroller.state.tn.us/sa/reports/index.html.

For more information about the Comptroller of the Treasury, please visit our Web site at
www.comptroller.state.tn.us.

www.comptroller.state.tn.us/sa/reports/index.html
www.comptroller.state.tn.us
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Department of the Treasury
Tennessee Consolidated Retirement System

For the Year Ended June 30, 2002

INTRODUCTION

POST-AUDIT AUTHORITY

This is a report on the financial and compliance audit of the Tennessee Consolidated
Retirement System.  The audit was conducted pursuant to Section 4-3-304, Tennessee Code
Annotated, which authorizes the Department of Audit to “perform currently a post-audit of all
accounts and other financial records of the state government, and of any department, institution,
office, or agency thereof in accordance with generally accepted auditing standards and in
accordance with such procedures as may be established by the comptroller.”

Section 8-4-109, Tennessee Code Annotated, authorizes the Comptroller of the Treasury
to audit any books and records of any governmental entity that handles public funds when the
Comptroller considers an audit to be necessary or appropriate.

BACKGROUND

The Tennessee Consolidated Retirement System (TCRS) was established in 1972 by an
act of the Tennessee General Assembly.  Seven existing retirement systems were consolidated to
provide retirement, disability, and death benefits to state employees, public school teachers,
higher education employees, and employees of participating local governments.  State laws
govern the retirement plan, and amendments to the plan can only be made by legislation enacted
by the General Assembly of the State of Tennessee.

An 18-member board of trustees has the responsibility to manage and oversee the
operation of the consolidated system.  The board consists of nine ex officio members from the
executive, legislative, and judicial branches of state government; eight representatives of the
active TCRS membership; and one representative of retirees.  TCRS is administered by the
Department of the Treasury under the legislative branch of state government.  By state law, the
State Treasurer serves as chairman of the board of trustees and as custodian of the funds of the
system.

Membership in the retirement system is a condition of employment for full-time state
employees, K-12 teachers, higher education general employees, and employees of participating
local governments.  Membership is optional for part-time state employees and part-time
employees of political subdivisions which have authorized such coverage.  Interim teachers and
part-time teachers have optional membership.  Faculty and certain other employees of institutions
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of higher education may elect participation in either TCRS or an optional retirement program.
TCRS membership has grown steadily since 1972, when there were approximately 93,000
members.  As of June 30, 2002, there were 197,971 active members and 80,426 retirees.

ORGANIZATION

The Tennessee Consolidated Retirement System is organized into three major service
areas: Counseling Services, Member Services, and Financial Services.

Counseling Services is responsible for preretirement counseling of members on their
potential benefit payments under different options.  The section processes claims for disability
retirement and provides field support, including new employer coverage.  The section also
processes membership forms received from all state agencies, local boards of education, and
participating political subdivisions.

Member Services is responsible for prior-service and benefit calculations.  Prior-service
specialists assist in establishing prior-service credit for eligible members or former members who
have requested such credit.  Benefit calculation specialists compute new retiree benefits based on
the option chosen.

Financial Services processes refunds to terminated members, administers the retired
payroll, distributes the pension payments, administers retiree insurance, and coordinates actuarial
valuations.  The section is also responsible for researching, controlling, and correcting member
records on the Treasury Retirement Accounting and Control System.

An organization chart for the Tennessee Consolidated Retirement System is on the
following page.

AUDIT SCOPE

The audit was limited to the period July 1, 2001, through June 30, 2002, and was
conducted in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.  Financial statements are
presented for the year ended June 30, 2002.  The Tennessee Consolidated Retirement System
forms an integral part of state government and as such has been included as pension trust funds in
the Tennessee Comprehensive Annual Financial Report.
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Tennessee Consolidated Retirement System
Organization Chart
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OBJECTIVES OF THE AUDIT

The objectives of the audit were

1. to consider the Tennessee Consolidated Retirement System’s internal control over
financial reporting to determine auditing procedures for the purpose of expressing an
opinion on the financial statements;

2. to determine compliance with certain provisions of laws, regulations, and contracts;

3. to determine the fairness of the presentation of the financial statements; and

4. to recommend appropriate actions to correct any deficiencies.

PRIOR AUDIT FINDINGS

Section 8-4-109, Tennessee Code Annotated, requires that each state department, agency,
or institution report to the Comptroller of the Treasury the action taken to implement the
recommendations in the prior audit report.  The Tennessee Consolidated Retirement System filed
its report with the Department of Audit on June 24, 2002.  A follow-up of all prior audit findings
was conducted as part of the current audit.

RESOLVED AUDIT FINDING

The current audit disclosed that the Tennessee Consolidated Retirement System has
corrected the previous audit finding concerning the development and implementation of written
procedures related to the preparation and use of credit analysis reports that support the purchase
of commercial paper.

REPEATED AUDIT FINDING

The prior audit report also contained a finding concerning controls for preventing,
detecting, and collecting overpayments to deceased persons.  This finding has not been
completely resolved and is repeated in this report.
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RESULTS OF THE AUDIT

AUDIT CONCLUSIONS

Internal Control

As part of the audit of the Tennessee Consolidated Retirement System’s financial
statements for the year ended June 30, 2002, we considered internal control over financial
reporting to determine auditing procedures for the purpose of expressing an opinion on the
financial statements, as required by auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.  A reportable condition, along
with the recommendation and management’s response, is detailed in the finding and
recommendation.  Consideration of internal control over financial reporting disclosed no material
weaknesses.

Compliance

The results of our audit tests disclosed no instances of noncompliance that are required to
be reported under Government Auditing Standards.

Fairness of Financial Statement Presentation

The Division of State Audit has rendered an unqualified opinion on the Tennessee
Consolidated Retirement System’s financial statements.
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Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of

Financial Statements Performed in Accordance With
Government Auditing Standards

December 11, 2002

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol
Nashville, Tennessee  37243

Dear Mr. Morgan:

We have audited the financial statements of the Tennessee Consolidated Retirement System as of
and for the year ended June 30, 2002, and have issued our report thereon dated December 11, 2002.  As
discussed in Note A.6. to the financial statements, the Tennessee Consolidated Retirement System
implemented Governmental Accounting Standards Board Statement 34, Basic Financial Statements—
and Management’s Discussion and Analysis—for State and Local Governments.  The Tennessee
Consolidated Retirement System also implemented GASB Statement 37, Basic Financial Statements—
and Management’s Discussion and Analysis—for State and Local Governments:  Omnibus, and GASB
Statement 38, Certain Financial Statement Note Disclosures.  We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States.

Compliance

As part of obtaining reasonable assurance about whether the Tennessee Consolidated Retirement
System’s financial statements are free of material misstatement, we performed tests of the system’s
compliance with certain provisions of laws, regulations, and contracts, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts.  However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion.  The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.
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The Honorable John G. Morgan
December 11, 2002
Page Two

We did, however, note a less significant instance of noncompliance, which we have reported to
the system’s management in a separate letter.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Tennessee Consolidated Retirement
System’s internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control over financial reporting.  However, we noted certain matters involving the internal
control over financial reporting and its operation that we consider to be reportable conditions.
Reportable conditions involve matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control over financial reporting that, in our judgment, could adversely
affect the system’s ability to record, process, summarize, and report financial data consistent with
management’s assertions in the financial statements.

The following reportable condition was noted:

• The Tennessee Consolidated Retirement System should strengthen controls for preventing,
detecting, and collecting overpayments to deceased persons.

This condition is described in the Finding and Recommendation section of this report.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements in
amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions.  Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be material weaknesses.
However, we do not believe the reportable condition described above is a material weakness.

We also noted other matters involving the internal control over financial reporting, which we
have reported to the system’s management in a separate letter.
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The Honorable John G. Morgan
December 11, 2002
Page Three

This report is intended solely for the information and use of the General Assembly of the State of
Tennessee and management and is not intended to be and should not be used by anyone other than these
specified parties.  However, this report is a matter of public record.

Sincerely,

Arthur A. Hayes, Jr., CPA,
Director

AAH/mb
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FINDING AND RECOMMENDATION

The Tennessee Consolidated Retirement System should strengthen controls for preventing,
detecting, and collecting overpayments to deceased persons

Finding

The Tennessee Consolidated Retirement System receives death match reports from a
contracted vendor twice each year.  In addition, death match reports are generated quarterly using
information obtained from the Department of Health.  These death match reports serve as the
primary basis for preventing, detecting, and collecting overpayments to deceased persons.
Management has developed written procedures to be performed in regard to the information
contained in these death match reports.  Our prior-year audit reported several weaknesses
regarding the written procedures over death match reports as well as instances of noncompliance
with written procedures.  Management concurred with the prior audit finding and indicated that
new procedures would be developed and that staff would be trained to follow the new
procedures.

During the current audit, we reviewed the new procedures for adequacy and tested a
sample of retirees and beneficiaries that were reported as deceased in death match reports.  Based
on our review and testwork, it appears the design and operation of the new procedures were
sufficient to ensure that member accounts were placed in pending status promptly and collection
procedures were started in a timely manner.  However, our review of the new procedures
indicated that management still does not require sufficient evidence to refute a death match.  In
addition, discussions with management indicated that not all the revised procedures were being
followed.

Management’s primary control to determine if a retiree or beneficiary appearing on the
death match reports is deceased is to send a letter to the retiree or beneficiary.  The letter instructs
the retiree or beneficiary to fill out the bottom portion of the letter and return the letter to TCRS.
If the letter is returned to TCRS, management regards this as a sufficient basis to continue
payments to the retiree or beneficiary.  As noted in the prior audit, management has not obtained
sufficient assurance that the letters are not completed and signed fraudulently by someone other
than the retiree or beneficiary.  Based on review, management did not address this prior-year
audit recommendation in developing revised procedures.

Our prior-year audit finding also recommended that management ensure that written
procedures address the various circumstances that arise as a result of overpayments and that
employees comply with the procedures.  Specifically, we recommended that the Director of
TCRS should ensure that time requirements for sending letters, procedures for payments made by
automated clearing house transfers, and any reviews and approvals of overpayment
documentation be adequately addressed in the procedures.  Based on review, it appears the
revised procedures do address these specific recommendations.  However, in regard to approvals
required by the revised procedures, it does not appear that management has ensured that staff
complied with the revised procedures.  Based on discussions with management, the accounts



10

receivable form is not approved by the Manager of Financial Services as required by the revised
procedures.

If control procedures are not adequate to obtain a sufficient basis to continue payments to
retirees and beneficiaries, the risk that overpayments will not be prevented and detected is
increased.  If accounts receivable forms are not reviewed and approved, the risk that accounts
receivable will not be properly recorded is increased.

Recommendation

Written procedures should be strengthened to attain a higher level of assurance that
information received in the letters returned by retirees and beneficiaries is complete, accurate,
and sufficient to continue making payments to retirees and beneficiaries that have been reported
as deceased.  One way to strengthen procedures would be for the letters sent to the retirees and
beneficiaries to contain language outlining the consequences of submitting inaccurate
information and for the letters returned by the retirees and beneficiaries to be signed in the
presence of a notary public.  In addition, management should ensure that the Manager of
Financial Services approves the accounts receivable form as required by written procedures.

Management’s Comment

Management concurs.  Management will take additional verification steps for those
retirees reported as deceased, but notify TCRS that they are alive.  Management will also review
procedures and revise as appropriate to ensure that accounts receivable are being recorded.
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Independent Auditor’s Report

December 11, 2002

The Honorable John G. Morgan
Comptroller of the Treasury
State Capitol
Nashville, Tennessee 37243

Dear Mr. Morgan:

We have audited the accompanying statements of plan net assets of the Tennessee
Consolidated Retirement System as of June 30, 2002, and June 30, 2001, and the related
statements of changes in plan net assets for the years then ended.  These financial statements are
the responsibility of management.  Our responsibility is to express an opinion on these financial
statements, based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.  Those
standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement.  An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.  We believe that
our audits provide a reasonable basis for our opinion.

As discussed in Note A.1., the financial statements referred to above present only the plan
net assets and changes in plan net assets of the Pension Trust Funds of the State of Tennessee and
are not intended to present fairly the financial position and changes in financial position of the
State of Tennessee, in conformity with accounting principles generally accepted in the United
States of America.
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The Honorable John G. Morgan
December 11, 2002
Page Two

In our opinion, the financial statements referred to above present fairly, in all material
respects, the plan net assets of the Tennessee Consolidated Retirement System as of June 30,
2002, and June 30, 2001, and the changes in its plan net assets for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

As discussed in Note A.6. to the financial statements, the Tennessee Consolidated
Retirement System implemented Governmental Accounting Standards Board Statement 34,
Basic Financial Statements—and Management’s Discussion and Analysis—for State and Local
Governments.  The Tennessee Consolidated Retirement System also implemented GASB
Statement 37, Basic Financial Statements—and Management’s Discussion and Analysis—for
State and Local Governments: Omnibus, and GASB Statement 38, Certain Financial Statement
Note Disclosures.

The management’s discussion and analysis section and the schedules of funding progress
and employer contributions, as listed in the table of contents, are not required parts of the basic
financial statements but are supplementary information required by the Governmental
Accounting Standards Board.  We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the required supplementary information.  However, we did not audit the information and
express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated
December 11, 2002, on our consideration of the Tennessee Consolidated Retirement System’s
internal control over financial reporting and our tests of its compliance with certain provisions of
laws, regulations, and contracts.  That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.

Sincerely,

Arthur A. Hayes, Jr., CPA,
Director

AAH/mb
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 �������� ��� ���������)������� ����������
��
� �������(����;�<�$�� �� ���9#�5��������:��"�������� ��� ��������� ����
�����
���	����� �"�������� ����������� ����������
��
�(�������(����������
���;>��#�� �� ���9�>�$��������:��������(���
� ����������
�����*"�����	���"����������� ����������
��
�(��� ��(��3�$����������������(������"����������� ����������
����
.��
���
��������������� ��� ���������( (������
�����(�� ���� ����������
��
	� �
��  ��������  ������� ��� ����������
���� ����(������,�����������8� � �����)����(� �������(������ ��������7������( � �����������(� ����(���(� �"�������
 ������, �
�����"���������������
����)�� �"��������������� �������<���������

2���(( � ��	��������+������	� ����( �������� �����(��(� � ����� "���+������������ ����������
��
� �������(����$�>��������
�"���� ����������
������
�� �������� ������� ���+������������������ ����(������#������������������ " ����(8���������,��(�(
������ ��������������	�
���� ���(( � �������������� ������� ����((�(�������������
�������"�(�(�� ����
��� ����������
.(� � ����� "���+�������,������������� ������ �
���,���(��������� �.����@� ��������(����;���%�� �� ��� ������(� ��
��"����������������� ����������"��� �� ����
������,����������(� �����)��  �� � ����������
���	� �
�����(�� ��� �
�� �����
�(� � ����� "���������.(( � �������(�� ���� ����������
��
	���� ��� ��������� ������(��,�����������(� ������ �������@
�� ���������� ���������

���(����(�� ���� ��� ������� ��������� ����
����)�6���"��������(��+������������
��������,��� ����������������,��

Percentage

June 30, 2002 June 30, 2001 Change

ASSETS
Cash and cash equivalents 1,621,359,545$           779,786,367$            107.9 %
Contributions receivables 46,238,224 44,992,609 2.8 %
Investment income receivables 147,069,784 189,993,764 (22.6)%
Investments sold 17,336,115 269,774,623 (93.6)%
Short-term securities 317,388,429 519,748,610 (38.9)%
Long-term investments 21,015,023,754 22,599,841,303 (7.0)%
Invested securities lending collateral 0 113,685,867 (100.0)%
TOTAL ASSETS 23,164,415,851 24,517,823,143 (5.5)%

LIABILITIES
Death benefits, refunds and other payables 1,141,905 1,014,443 12.6 %
Investments purchased 112,553,617 662,796,260 (83.0)%
Other investment payables 2,633,994 2,121,875 24.1 %
Securities lending collateral 0 113,685,867 (100.0)%
TOTAL LIABILITIES 116,329,516 779,618,445 (85.1)%

NET ASSETS HELD IN TRUST FOR
  PENSION BENEFITS 23,048,086,335$         23,738,204,698$       (2.9)%
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For the Year For the Year
 Ended  Ended Percentage

June 30, 2002 June 30, 2001 Change

ADDITIONS
  Contributions 536,137,611$            516,416,729$            3.8 %

  Investment income
    Net depreciation in fair value
      of investments (1,290,032,957) (1,382,747,281) (6.7)%
    Interest, dividends and other
      investment income 924,647,372 1,066,991,030 (13.3)%
    Less:  Investment expense (14,093,999) (12,375,102) 13.9%
  Net income from securities 
     lending activities 623,267 619,652 0.6 %
  Net investment loss (378,856,317) (327,511,701) 15.7%
TOTAL ADDITIONS 157,281,294 188,905,028 (16.7)%

DEDUCTIONS
  Annuity benefits
    Retirement benefits 610,554,871 566,721,390 7.7 %
    Survivor benefits 38,723,935 36,024,095 7.5 %
    Disability benefits 20,109,341 18,567,921 8.3 %
    Cost of living 145,335,114 130,369,319 11.5 %
  Death benefits 3,367,876 4,701,538 (28.4)%
  Refunds 24,304,536 28,517,803 (14.8)%
  Administrative expenses 5,003,984 3,477,600 43.9 %
TOTAL DEDUCTIONS 847,399,657 788,379,666 7.5 %

NET DECREASE (690,118,363) (599,474,638) 15.1%
NET ASSETS HELD IN TRUST
   FOR PENSION BENEFITS
  BEGINNING OF YEAR 23,738,204,698 24,337,679,336 (2.5)%
  END OF YEAR 23,048,086,335$      23,738,204,698$      (2.9)%
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Expressed in Thousands State Employees,
Teachers, Higher Political 

Education Employees Subdivisions
Pension Plan Pension Plan
(SETHEEPP) (PSPP)

ASSETS

  Cash and cash equivalents 1,400,985$                  220,375$               

  Receivables

    Member contributions receivable 15,250                          4,050                      
    Employer contributions receivable 18,191                          8,747                      
    Accrued interest receivable 116,555                        18,334                    
    Accrued dividends receivable 10,524                          1,656                      
    Other investment receivable 1                                    0                              
    Investments sold 14,980                          2,356                      

  Total receivables 175,501                        35,143                    

  Investments, at fair value

    Short-term securities 274,249                        43,139                    
    Government bonds 7,517,687                    1,182,530              
    Corporate bonds 2,404,488                    378,226                  
    Corporate stocks 7,931,835                    1,247,676              
    Real estate 304,659                        47,923                    
    Invested securities lending collateral 0                                    0                              

  Total investments 18,432,918                  2,899,494              

TOTAL ASSETS 20,009,404                  3,155,012              

LIABILITIES

  Accounts payable
    Death benefits and refunds payable 461                                645                          
    Other 36                                  0                              
  Investments purchased 97,256                          15,298                    
  Other investment payables 2,276                            358                          
  Securities lending collateral 0                                    0                              

TOTAL LIABILITIES 100,029                        16,301                    

NET ASSETS HELD IN TRUST FOR PENSION 
   BENEFITS (Schedules of funding progress
   for the plans are presented on page ______) 19,909,375$                3,138,711$            

See accompanying Notes to the Financial Statements 20,577,977.00 3,160,228.00
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State Employees,
Teachers, Higher Political 

Education Employees Subdivisions
June 30, 2002 Pension Plan Pension Plan June 30, 2001

Total (SETHEEPP) (PSPP) Total

1,621,360$             676,173$                     103,613$               779,786$                 

19,300                     15,055                          3,809                      18,864                      
26,938                     17,681                          8,447                      26,128                      

134,889                   160,809                        24,641                    185,450                    
12,180                     3,840                            588                          4,428                        

1                                101                                15                            116                            
17,336                     233,929                        35,846                    269,775                    

210,644                   431,415                        73,346                    504,761                    

317,388                   450,688                        69,061                    519,749                    
8,700,217                7,795,671                    1,194,563              8,990,234                
2,782,714                3,100,092                    475,040                  3,575,132                
9,179,511                8,449,363                    1,294,730              9,744,093                

352,582                   251,798                        38,584                    290,382                    
0                                98,580                          15,106                    113,686                    

21,332,412             20,146,192                  3,087,084              23,233,276              

23,164,416             21,253,780                  3,264,043              24,517,823              

1,106                        644                                359                          1,003                        
36                             11                                  0                              11                              

112,554                   574,728                        88,068                    662,796                    
2,634                        1,840                            282                          2,122                        

0                                98,580                          15,106                    113,686                    

116,330                   675,803                        103,815                  779,618                    

23,048,086$           20,577,977$                3,160,228$            23,738,205$            
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Expressed in Thousands State Employees,
Teachers, Higher Political 

Education Employees Subdivisions
Pension Plan Pension Plan
(SETHEEPP) (PSPP)

ADDITIONS
  Contributions
    Member contributions 142,126$                     47,139$                       
    Employer contributions 243,498                       103,374                       
  Total contributions 385,624                       150,513                       

  Investment income
    Net depreciation in
      fair value of investments (1,114,237)                   (175,796)                      
    Interest 642,392                       101,391                       
    Dividends 132,758                       20,953                          
    Real estate income, net of operating expenses 23,452                          3,701                            
    Total investment loss (315,635)                      (49,751)                        
    Less:  Investment expense (12,190)                        (1,904)                           
    Net loss from investing activities (327,825)                      (51,655)                        
    Securities lending activities
      Securities lending income 1,492                            235                               
      Less: securities lending expense (953)                              (150)                              
    Net income from securities lending activities 539                               85                                  
  Net investment loss (327,286)                      (51,570)                        

  Transfer of assets from PSPP 0                                    0                                    

TOTAL ADDITIONS 58,338                          98,943                          

DEDUCTIONS
  Annuity benefits
    Retirement benefits 528,471                       82,084                          
    Survivor benefits 33,518                          5,206                            
    Disability benefits 17,405                          2,704                            
    Cost of living 129,918                       15,417                          
  Death benefits 2,225                            1,143                            
  Refunds 12,689                          11,616                          
  Administrative expense 2,714                            2,290                            
  Transfer of assets to SETHEEPP 0                                    0                                    

TOTAL DEDUCTIONS 726,940                       120,460                       

NET DECREASE (668,602)                      (21,517)                        
NET ASSETS HELD IN TRUST FOR
 PENSION BENEFITS
  BEGINNING OF YEAR 20,577,977                  3,160,228                    
  END OF YEAR 19,909,375$               3,138,711$                  

See accompanying Notes to the Financial Statements 3,160,228                    
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State Employees,
Teachers, Higher Political 

Education Employees Subdivisions
June 30, 2002 Pension Plan Pension Plan June 30, 2001

Total (SETHEEPP) (PSPP) Total

189,265$                     135,154$                     45,433$                       180,587$                     
346,872                       232,149                       103,681                       335,830                       
536,137                       367,303                       149,114                       516,417                       

(1,290,033)                   (1,198,688)                   (184,059)                      (1,382,747)                   
743,783                       806,941                       123,906                       930,847                       
153,711                       101,496                       15,585                          117,081                       

27,153                          16,525                          2,538                            19,063                          
(365,386)                      (273,726)                      (42,030)                        (315,756)                      

(14,094)                        (10,738)                        (1,637)                           (12,375)                        
(379,480)                      (284,464)                      (43,667)                        (328,131)                      

1,727                            2,078                            319                               2,397                            
(1,103)                           (1,540)                           (237)                              (1,777)                           

624                               538                               82                                  620                               
(378,856)                      (283,926)                      (43,585)                        (327,511)                      

0                                    12,604                          0                                    12,604                          

157,281                       95,981                          105,529                       201,510                       

610,555                       491,204                       75,517                          566,721                       
38,724                          31,224                          4,800                            36,024                          
20,109                          16,094                          2,474                            18,568                          

145,335                       116,892                       13,477                          130,369                       
3,368                            3,720                            982                               4,702                            

24,305                          16,484                          12,034                          28,518                          
5,004                            1,795                            1,683                            3,478                            

0                                    0                                    12,604                          12,604                          

847,400                       677,413                       123,571                       800,984                       

(690,119)                      (581,432)                      (18,042)                        (599,474)                      

23,738,205                  21,159,409                  3,178,270                    24,337,679                  
23,048,086$               20,577,977$               3,160,228$                  23,738,205$               

3,160,228                    21,159,409                  3,178,270                    24,337,679                  
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Expressed in Thousands Fair Value Fair Value
June 30, 2002 June 30, 2001

Investments - Category 1

Cash equivalents and short-term securities
  Commercial paper 762,737$            751,889$             
  Corporate notes 90,489 15,320
  Government bonds 1,089,855 533,584
Long-term investments
  Government bonds 8,588,873 8,872,472
  Corporate bonds 2,782,714 3,575,132
  Corporate stocks 9,167,281 9,102,052
Total Investments - Category 1 22,481,949 22,850,449

Investments - Category 2 0 0

Investments - Category 3
Short-term securities lending collateral
  investments held by custodian bank
    Government bonds 0 63,135
    Tri-party repurchase agreements 0 50,551
Margin deposit on futures contracts
  Government bonds 9,438 0
Total Investments - Category 3 9,438 113,686
Investments - Not Categorized
Investments held by broker-dealers under
  securities on loan contracts for cash collateral
  Corporate stocks 0 97,563
Real estate 352,582 290,382
Unsettled investment acquisitions
    Government bonds 101,906 117,762
    Corporate stocks 12,230 544,478
Total Investments - Not Categorized 466,718 1,050,185
Total investments and invested securities lending collateral 22,958,105 24,014,320
Less:  Short-term securities classified as cash equivalents
  on the Statements of Plan Net Assets (1,625,693) (781,044)
Total investments and invested securities lending collateral
  as shown on the Statements of Plan Net Assets 21,332,412$      23,233,276$       
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SCHEDULES OF FUNDING PROGRESS

Expressed in Thousands 
Actuarial UAAL
Accrued as a

Actuarial Liability (AAL) Unfunded Annual Percentage
Actuarial Value of Frozen Entry AAL Funded Covered of Covered
Valuation Plan Assets Age (UAAL) Ratio Payroll Payroll

Date (a) (b) (b-a) (a/b) (c) ((b-a)/c)

SETHEEPP 7/1/01 20,760,989$  20,842,216$  81,227$     99.61% 4,451,452$   1.82%
7/1/99 18,327,133 18,420,156 93,023 99.49% 4,132,409 2.25%
6/30/97 15,671,678    15,782,850    111,172     99.30% 3,810,231 2.92%

PSPP 7/1/01 3,187,990 3,528,137 340,147 90.36% 1,545,593 22.01%
7/1/99 2,690,781 2,890,942 200,161 93.08% 1,341,363 14.92%
6/30/97 2,226,891 2,287,904 61,013 97.33% 1,130,585 5.40%

SCHEDULES OF EMPLOYER CONTRIBUTIONS

Expressed in Thousands

Year Annual Annual
Ended Required Percentage Required Percentage
June 30 Contribution Contributed Contribution Contributed

2002 243,498$       100% 103,374$        100%
2001 232,149         100% 103,681          100%
2000 252,162         100% 82,749            100%
1999 244,453         100% 69,230            100%
1998 166,756         100%

PSPPSETHEEPP
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SETHEEPP PSPP

Valuation Date July 1, 2001 July 1, 2001

Actuarial cost method Frozen Entry Age Frozen Entry Age

Amortization method Level Dollar Level Dollar

Remaining amortization period 14 years (1)
closed period closed period

Asset valuation method 5-year Moving 5-year Moving
Market Average Market Average

Actuarial assumptions:

Investment rate of return 7.50% 7.50%

Projected salary increases 4.75% (3) 4.75% (3)

Includes inflation at (2) (2)

Cost-of-living adjustments 3.00% 3.00%

Increase in Social Security wage base 3.50% 3.50%
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